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KEY ECONOMIC INDICATORS 


Values in Billions of BF unless otherwise stated/1 


Average % 
of Change 
% Change 1974/73 
Item 1972 1973 1974 1974/73 & 1973/72 


INCOME , PRODUCTION , EMPLOYMENT 
GNP at current prices 1,583 1,784.4 2,078.9 
GNP at constant 1970 prices 1,056 1,490 1,553.4 
Per capita GNP at current 

prices (in BF) 162,750 183,950 212,000 
Savings as % disposable 

income 18.9 18.3 19. 
Investment as % current GNP 20.9 20.5 22. 
Indices : 

Industrial prod. (1970 100) 132.7 120. 

Average industrial wage 

(1970 100) 126 148 177 

Coal production (1,000 MT) 10,499 8,842 8,111 
Electric power consumption 

(mil. KWH) 34, 566 37,795 39,782. 
Unemployment rate 

(year average) 3.8% 3.9% 


MONEY AND PRICES 
Money supply 556.8 
Public debt 764.8 
Domestic 756.8 
External . 8.0 
Discount rate,National Bank 7.75% 
Price indices 
Retail(1971 100) 142.3 
Wholesale (1953 100) 140.9 


BALANCE OF PAYMENTS AND TRADE 
Gold and foreign exchange 
Reserves 194.3 219.1 
Balance of payments 18.3 36.8 25.1 
Balance of trade 29.197 17.590 -57.1 
Total exports FOB 710.970 868.703 1,097.2 
Exports to U.S. 43.367 48.794 61.5 
Exports to Common Market 472.226 634.630 767.5 
Total imports CIF 681.773 851.112 1,154.3 
Imports from U.S. 38.422 47.984 74.7 
Imports from Common Market 441.524 601.306 761.0 


Main imports from the U.S. (January-December 1974) : machines & equipment 13,592; 
transport equipment 7,696; metals 5,855; agricultural products 11,133; minerals 
7,702; precious stones 5,146; chemical products 6,519. R 

7 Beleian franc-dollar exchange rates: 9/21/49-12/19/71, BF 50.00 = $13 
12/20/71-2/13/73, BF l.81 = $1; 2/1L/73-12/31/73, BF 39.45 = $13 1/1/74-12/31/7h, 


95 =$1. 2/ 2/1 8.75%; 1/29/75, 575%; 3/11/75, 75h. 3/ Construction 
lt all Ly its a7 Se ? Exchange rate used in text is BF 39 = $1. 





SUMMARY 


As foreshadowed in the last Economic Trends report submitted by the 
Embassy in December 1974, economic activity in Belgium slowed down 

in the last quarter of 1974. It is expected that this slowdown will 

last until the end of 1975. Compared to a real growth rate of nearly 

6% in 1973, the Belgian economy grew by only 4 to 5% in 1974 (according 

to Belgium's Central Council on the Economy). The growth rate in 

1975 is expected to be even less - around 1.5-2%. Belgium's balance 

of payments situation is also expected to deteriorate somewhat by the 

end of 1975. The 1974 surplus, BF. 25.1 billion, is expected to be 

nearly eliminated and by the close of 1975, Belgium's balance of payments 
could even be in deficit. Belgium's trade deficit, which reached BF. 57.1 
billion in 1974, is likely te grow larger as the economic situation 
worsens among Belgium's major trading partners and thus Belgian exports 
decline. Industrial production, down 6% during the last quarter of 1974, 
and currently below 75% of capacity, is not expected to improve until well 
into 1975. 


Through much of 1975, Belgium's Government will be faced with competing 
goals: lowering a high inflation rate and pulling the economy out of 

a recession. Government economic policy in 1975 will undoubtedly be 
directed increasingly towards raising production, decreasing unemployment, 
currently at 6% and expected to increase, and expanding export trade - 

the backbone of the country's economy. Despite Belgium's cloudy economic 
picttre for 1975, U.S. exports are expected to do as well in 1975 as they 
did in 1974, if not better. Belgium increased its imports of U.S. goods 
in 1974 by more than 50%, primarily in the categories of high technology 
and agricultural products. U.S. agricultural exports to Belgium are 
expected to grow by 10% in 1975. U.S. exports of high technology equipment 
are also expected to increase their share of the Belgian market. In 
addition, U.S. exports of labor saving equipment to Belgium are likely 

to rise in 1975. The devaluation of the U.S. dollar has contributed 
substantially to increasing local demand for U.S. goods. Provided 
Belgium's economic situation does not deteriorate drastically, U.S. 
exporters should see a further increase in demand in 1975 in Belgium's 
market for laboratory instrumentation and equipment, process control 
instrumentation, business systems and equipment and certain consumer goods. 


CURRENT ECONOMIC SITUATION 


After three quarters of relatively good economic activity, the Belgian 
economy began to slow down during the closing months of 1974. Production 
dipped as stock inventories swelled, demand flattened and order books 
thinned, reflecting both buyer and seller apprehension about price 
changes. While virtually all sectors of the economy felt the economic 
slowdown in the waning months of 1974, the food service, clothing, 
construction and service sectors,along with the automobile and metal 
working industries,appear to have been most affected by the down-turn 

in economic activity. 
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During late 1974 and early 1975, an increase was noted in the number 

of bankruptcies and failures among Belgian businesses, particularly 

in the small business sector. Faced with rising costs, high inflation, 
depressed demand, many of those businesses either shutdown operations, 
cut operating hours or laid off workers in order to stay afloat. Since 
the small business sector employs approximately 60% of Belgium's labor 
force, the depressed economic situation in this sector has been a 

major contributor to Belgium's unemployment problems. As of February 28, 
an estimated 154,000 employees were out of work - 5,546 more workers 
than the preceding month and approximately 50,000 more than in 

February 1974. Of this total, roughly 90,000 are unskilled laborers. 

It is currently estimated that almost 6% of the nation's full time 

labor force is unemployed. Indications are that large scale unemployment 
and a depressed economy will continue to color Belgium's economic 
situation through much of 1975. 


Belgium's unemployment problem has been further aggravated by the fact 
that much of the capital investment made in 1974 by the private sector 
was in high technology and labor saving devices, thus creating fewer 
jobs to absorb new entries into the labor market and reducing the need 
to replace retiring workers. Plant and equipment investment forecast 

for 1975 is likely to continue along these lines in attempts to increase 
efficiency, modernize production and cut costs. 


During 1974, production costs increased dramatically, as wages rose 
appreciably and prices for basic raw materials such as petroleum rose. 
In 1974, wages in Belgium rose 26% - 10 percentage points higher than 
the year's high for inflation. This increase pushed up the social 
security costs employers are required to contribute for their employees, 
thus further adding to production costs. Although production costs are 
not expected to increase in 1975 to the extent they did in 1974, current 
forecasts are that they will continue to mount. 


While inflation appears to be abating in Common Market countries, it 
remains a serious problem in Belgium. Retail prices in 1974 increased 
by 12.7% compared to 1973,as wholesale prices rose 16.7% compared to 
the preceding year. In a token effort to brake runaway prices, the 
Government tightened controls on price increases. Price increases now 
can be held up to six months before being approved by Government Authorities. 
Although the Belgian inflation rate dropped from a high of 16% in September 
to roughly 15% by the close of 1974, it is not expected to decline 
appreciably until the end of the second quarter of 1975. Official estimates 
gauge that by June 1975, Belgium's inflation rate will hover around 12%. 

To some experts, this is an overly optimistic estimate, given that Belgium's 
budget will be significantly in deficit for 1975, as a result of increased 
government expanditures. Furthermore, wages are expected to continue 

to rise in 1975,and the expected world price decline for many raw materials 
will probably not materialize until much later in 1975. A more likely rate 


of inflation for Belgium for the entire year will probably be about 13%. 
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Therefore, as Belgium concludes its first quarter of 1975, the forecasts 
for the nation's economic performance are gloomier than they have been in 
several years. At the best, real GNP is expected to grow at about 1.5-22 
during 1975 compared to a real growth of GNP of 4-4.5% in 1974. Exports © 
are expected to drop as the economic situation in Belgium's principal 
trading partners continues to deteriorate. With approximately 50% of 
Belgium's GNP accounted for by exports and since Belgium conducts almost 
80% of its trade with Common Market countries, the nation's economic 
well-being is closely related to the economic performance of its 

Common Market partners. Confronted with the dual problem of recession and 
inflation like many of her Common Market trading partners, Belgium 

will undoubtedly seek to continue to diversify, expand and consolidate 
trade relations in 1975 with non-traditional trading partners, particularly 
the oil-rich Middle East and Latin America. 


GOVERNMENT STRUGGLES WITH DUAL PROBLEM OF INFLATION AND RECESSION 
Although Belgium finished the month of January 1975 with an inflation 
rate of 15.5% - higher than both the average for the OECD countries 
(13.3%) and the EEC countries (14.3%), the problem of inflation is being 


overtaken by the problem of pulling the economy out of a recessionary dip. 


In 1975, government policies will most certainly be directed toward 


increasing demand, reducing unemployment and raising »roduction 
probably at the expense of aggravating the inflation problem, which, 
according to even the most optimistic observers, will certainly not 
decline below 10% during 1975. 


The increase in unemployment and the slowdown in the economy has prompted 
the Belgian Government to relax some of the credit restrictions enforced 
by the Government in late 1973 and the first half of 1974. In the last 
quarter of 1974, credit expansion was allowed at an annual rate of 16% 
instead of 14%. This was in large part prompted by the serious economic 
situation within the small business sector. Also during this quarter, 
consumer credit restrictions were to some extent eased and mortgage 

money for low-cost housing was somewhat loosened. Since the construction 
industry is one of the sectors of the economy hit hardest by the slowdown 
and unemployment, 1975 should see a further loosening of money for the 
construction of middle income housing. While for the most part, restrictive 
monetary policies will remain in force during 1975 to combat inflation, 
budget policies will probably be used to spur the economy along. The 
budget for 1975, fixed at BF 731 billion but likely to be ajusted upward 
to about BF 770 billion, is 20% higher than the 1974 budget. With GNP 
growth for 1975 originally estimated by the Government to be about 12.6% 
_at current market prices - a figure which will probably be adjusted 
upwards, planned increases in Government expenditures for 1975 will 
probably be twice the rate of current estimates for GNP growth in 1975. 
Considering that government revenue for 1975 will be only 80% of expenditures, 
the 1975 budget cannot be viewed as anti-inflationary. 


¢ 
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This year the Government is increasing taxes and being more strict in 
its enforcement of tax laws already on the books. Corporate taxes have 
been increased from 42% to 48% and individual taxes on incomes over 

BF 1.5 million were increased. There have been a few increases in 
Value Added Tax as well. Taxes were increased on tobacco, perfumes and 
alcohol. In addition, the road tax on automcbiles has been 
raisaAn important regulation requiring the quarterly prepayment of 
corporate taxes has come into effect in 1975, thus easing the Belgian 
Treasury's cash liquidity problem on a one time basis. Though these 
additional revenues will certainly help the Government defray the 
costs of its rising expenditures, they will not be sufficient to 
balance the budget in 1975. 


Large government social expenditures are expected in 1975 in view of 

the country's serious unemployment problem and economic slowdown, and 
will probably further aggravate inflation. Therefore as Belgium concludes 
its first quarter of 1975, the Government is assuming an expanding role 
in the Belgian economic process in its fight to slay the two-headed 
economic dragon of inflation and recession. 


BALANCE OF PAYMENTS 


According to the latest statistics, Belgium ended the year with a surplus 
in the balance of payments of BF 25.1 billion (US $ 643 million) compared 
to BF 34.5 billion (US $ 884 million) in 1973 and to BF 19.8 billion . 

(US $ 507 million) in 1972. Despite a rather large trade deficit for 1974 

- BF 57.1 billion - owing primarily to the increased prices of petroleum 
products, the surplus in the current accounts continues to be positive. 

The surplus was BF 32 billion (US $ 820 million) compared to BF 45 billion 
(US $ 1.15 billion) in 1973. In the current accounts, invisibles showed 
a surplus of BF 44 billion (US $ 1.13 billion) in 1974 against BF 57 billion 
(US $ 1.5 billion) in 1973. The capital account was significantly modified 
in 1974 compared to the preceding year. In 1973, there was a deficit of 

BF 13.2 billion (US $ 338 million) compared to an estimated deficit of 

BF 3 billion (US $ 76 million) for 1974. According to ministry sources, 

this change is essentially attributed to a sharp decline of Belgian 
investment in overseas bonds and stocks and increased foreign investment 

in Belgium. 


Despite Belgium's good performance on the balance of payments for 1974, 
sources expect that by the close of 1975, Belgium's balance of payments, 

if not in deficit, will just balance out. Another trade deficit foreseen 
for 1975 and a possible decline in foreign investment in Belgium 

are expected to be the important contributing factors to a gloomier balance 
of payments situation for Belgium by year's end 1975. 
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IMPLICATIONS FOR THE UNITED STATES 


During 1974, U.S. products, particularly in the realm of high technologyitems, 
labor saving devices and agricultural commodities, found an expanding 

market in Belgium. It is difficult however to predict, because of the 

economic situation foreseen in Belgium for 1975, how well U.S. exports 

will fare in the Belgian market during the coming year. Given the 
competitiveness of U.S. exports in terms of reliability and 

sophistication, and the favorable position the U.S. dollar holds 

vis-a-vis the Belgian franc, market prospects for certain U.S. products 

(see below) will probably remain attractive. 


On the whole, Belgian imports rose almost 35% in 1974 compared to 1973. 

To a large extent, this increase reflected the appreciated purchasing 

power of the Belgian franc vis-a-vis the currencies of some of Belgium's 
major suppliers. In 1974, the Belgian franc strenghtened considerably 
against the British pound, French franc, Italian lira and the U.S. dollar, 
thus giving a sizeable edge to these countries" products on the local 
market. 


Imports from the U.S. increased by more than half - over 54% by value - 
compared to 1973 as Belgian imports from the Common Market countries 

rose by less than half this amount - 25.8%. Current estimates indicate 

that the U.S. increased its share of the Belgian's import market from 6% in 
1973 to almost 7% in 1974. The Common Market share of Belgium's import 
market hovered around 72%. 


Official U.S. statistics indicate that total U.S. agricultural exports 
to Belgium reached US $ 259 million in 1974 compared to US $ 230 million 
in 1973. Soybeans, soybean cake and meal, along with corn accounted 

for the majority share of U.S. agricultural exports to Belgiun, 
representing approximately US $ 118 million. Next in importance was 
tobacco (US $ 15.9 million) followed by cotton (US $ 15.6 million) and 
wheat (US $ 12.7 million). U.S. rice exports to Belgium increased 139% 
in value in 1974. Although there was an actual drop in the volume 

of U.S. cotten imports in 1974, cotton exports to Belgium grew in value 
by 103%. U.S. agricultural exports to Belgium are expected to grow 

by about 10% in 1975, although this forecast could be severely altered 
by changes in product availability, price levels and Common Market 
production. 


In 1975, the U.S. is expected to fare as well if not better with regard 
to the manufactured products it generally exportS to Belgium because of 
their price and product competitiveness. Moreover, several market studies 
conducted during the year indicated that U.S. products might find 
attractive markets in the product categories of laboratory instruments, 
computer and related equipment, energy systems, pollution control 
instrumention, business equipment and systems. The U.S. competitiveness 
in these product categories, which in the past has stemmed from the 
highly technical sophistication of the products, has been further 

boosted by the devaluation of the dollar vis-a-vis the Belgian franc. 
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Also for like reasons, U.S. consumer goods should find more interesting 
markets in Belgium than heretofore particularly in the areas of novelty 
gadgets for the kitchen, bed linens and bathroom towels and items, and 
hardware tools. U.S. wearing apparel will probably not do as well 
because of European taste and insistence on quality and workmanship 

even in inexpensive items. With the tremendous increase in energy 

costs, U.S. firms involved in energy production apparatus, particularly 
in the nuclear field, should find promising local market opportunities. 
Belgium already has two nuclear power plants in operation in Mol and 
Chooz (France), the latter a joint French-Belgian operation. Two more 
nuclear plants recently constructed in Antwerp and Huy are to become 
fully operable by mid 1975. These plants offer market opportunities for 
U.S. firms involved in the design and equipping of nuclear power plants. 
How well the U.S. exports will do in Belgium in 1975 is very dependent 
upon whether Belgium can reverse the country's slide into a recessionary 
situation. Since Belgium's economic situation is closely tied to the 
economic performance of her Common Market trading partners, an economic 
improverent in these countries should see a corresponding improvement 

in the Belgian economy. 


INVESTMENT AND TOURISM ACTIVITY PICK UP 


Although statistics are not yet available for 1974 on Belgian investment 
in the United States, when published they will probably indicate 

that Belgian direct investment in the U.S. continues to increase. 
Compared to 1972, Belgian direct investment in the U.S. almost doubled 
in 1973. 


Information from U.S. state offices located in Belgium indicate that 
during 1974 local interest in direct investment in the U.S. was on the 
rise. This phenomenon is likely to continue through 1975, given the 
attractive cost benefits Belgian investors find in the United States 
compared to the local situation. The attractiveness of comparatively 
low wages and social security costs should do much to spur this trend. 
While Belgian direct investment in the U.S. probably increased during 
1974, Belgian financial and portofolio investments in the U.S. probably 
declined during the last two quarters of 1974 as interest rates fell in 
the U.S. and the U.S. financial investment opportunities offered less 
attractive possibilities for Belgians compared to investment possibilities 
at home. 


Despite mounting costs in Belgium, particularly wage costs, the strong 
value of the Belgian franc and stiffer competition from local and other 
Common Market producers, U.S. investment in Belgium rose considerably 

in 1974. According to Belgian statistics, U.S. direct investment in 

1974 was estimated at BF 12.3 billion (US $ 315 million) compared to 

BF 5.1 billion (US $ 130 million) in 1973. It is difficult to predict if 
U.S. investment will continue to grow in Belgium in 1975 as it has in 
previous year. Given the uncertainty of the economic situation and the 
rising wage costs, it is difficult to predict how much U.S. direct 
investment will grow in Belgium during the coming year. 








